
COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the M a t t e r  of: 

ADJUSTMENTS OF SEWER RATES > 
OF SANICO, I N C . ,  OF MAYSVILCE,) CASE NO. 8083 
KENTUCKY ) 

O R D E R  

On December 1, 1980, Sanico, I n c . ,  ( t t A p p l i c a n t l ' )  filed w i t h  

t h e  P u b l i c  S e r v i c e  Commission, f o r m e r l y  t h e  U t i l i t y  R e e u l a t o r g  Com- 

m i s s i o n ,  I t s  notice  of a g e n e r a l  a d j u s t m e n t  of rates t o  become 

e f f e c t i v e  on J a n u a r y  1, 1981. The proposed a d j u s t m e n t  would pro- 

duce  addi t ional  a n n u a l  r e v e n u e s  of a p p r o x i m a t e l y  $17,000, an i n c r e a s e  

of 143% based on test gear r e v e n u e s .  

On Deeember 2 ,  1980, t h e  Commission issued an Order which 

suspended  t h e  proposed rate i n c r e a s e  for a period of five months, 

or u n t i l  June 1, 1981. On Februa ry  3, 1981 ,  t h e  Commission i s s u e d  an 

a d d i t i o n a l  Order d i r e c t i n g  A p p l i c a n t  t o  p r o v i d e  s t a t u t o r y  n o t i c e  o f  

t h e  pending rate i n c r e a s e  and t h e  s c h e d u l e d  h e a r i n g ,  set for  March 17, 

1981, to its consumers .  On March 17, 1982, the Commission i s s u e d  an  

Order wherein the hearing s c h e d u l e d  for  March 17, 1981, w 8 s  rescheduled 

for A p r i l  16, 1981; and  A p p l i c a n t ' s  w a i v e r ,  for  a period of t h i r t y  dags, 

of the f ive-month s u s p e n s i o n  p e r i o d  and t h e  ten-month s t a t u t o r y  p e r i o d  

preecrlbed in KRS 278,100 was appravsd. On March 18, 1982, t h e  Com- 

m i s s i o n  i s s u e d  a n  a d d i t i o n a l  Order where in  A p p l i c a n t  w a s  directed to 

p r o v i d e ,  to its consumers ,  s t a t u t o r y  n o t i c e  of t h e  r e q u e s t e d  rate 

i n c r e a s e  and t h e  r e s c h e d u l e d  h e a r i n g .  

On D e c e m b e r  9, 1980, t h e  Division of Consumer Intervention in 



t h e  Office of the A t t o r n e y  G e n e r a l  filed a m o t i o n  t o  i n t e r v e n e  in 

this proceeding which was sustained. 

On March 16, 1981, a group of t e n  of A p p l i c a n t ' s  consumers  

("Intervenors"), filed a motion t o  i n t e r v e n e  in this p r o c e e d i n g  

citing that A p p l i c a n t ' s  requested rate adjustment w a s  unreasonable, 

unjustified, and unjustly d i s c r i m i n a t o r y .  The Intervenors' motion 

was s u s t a i n e d  and  t h e  h e a r i n g  w a s  conduc ted  as scheduled a t  t h e  

Commission's offices i n  Frankfort, Kentucky. 

COMMENTARY 

Sanico, I n c . ,  is a p r i v a t e l y  owned u t i l i t y  p r o v i d i n g  water 

s e r v i c e  and sewage t r e a t m e n t  s e r v i c e  i n  Mason County, Kentucky.  

Applicant provides sewage t r e a t m e n t  t o  56 cus tomers  in J e r s e y  R i d g e  I 

and J e r s e y  R i d g e  I1 s u b d i v i s i o n s  and  w a t e r  and  sewage t r e a t m e n t  s e r v i c e  

t o  Jersey Ridge Apar tments  which  c o n s i s t s  of 51 u n i t s .  

TEST PERIOD 

Applicant proposed and the Commission has a c c e p t e d  the twelve-  

month p e r i o d  e n d i n g  August 31,1980, as the t e s t  period for d e t e r m i n i n g  

t h e  r e a s o n a b l e n e s s  of t h e  p roposed  rates. I n  utilizing the historic 

test period, t h e  Commission has g i v e n  full C o n s i d e r a t i o n  t o  known and 

measurable changes where a p p r o p r i a t e .  

REVENUE REQUIREMENTS 

A p p l i c a n t  proposed s e v e r a l  pro forma adjustments to e x p e n s e s  

onthe p r o f o r m a  sewer income statement included in Applicant's second  

response to t h e  Commission's Order for additional I n f o r m a t i o n .  The 

Commission I s  of t h e  opinion t h a t  t h e  a d j u s t m e n t s  are g e n e r a l l y  proper 
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and accepted for ra te -making  purposes with t h e  foL1owing modifications: 

1. The Commission h a s  a d j u s t e d  operating r e v e n u e s  by $357 t o  

reflect t h e  e l i m i n a t i o n  of sales t a x  from r e v e n u e s .  A p p l i c a n t  e r r o n e -  

ously included sales tax i n  r e v e n u e s  and e x p e n s e s  during the test 

year. A p p l i c a n t  m a d e  a n  adjustment  to reduce its expenses for sales 

t a x  b u t  d id  n o t  make t h e  proper a d j u s t m e n t  to revenues.  

2. A p p l i c a n t ,  i n  making its adjustment t o  taxes, did not t a k e  

i n t o  accoun t  t h e  annual. regulatory assessment imposed by this Commission. 

I n  so  do ing ,  A p p l i c a n t  u n d e r s t a t e d  its o p e r a t i n g  e x p e n s e s  by $50, w h i c h  

is t h e  amount of t h e  assessment for  a u t t l i t y  of A p p l i c a n t ' s  size. 

The Commission, therefore, h a s  adjus ted  A p p l i c a n t ' s  pro forma o p e r a t i n g  

e x p e n s e s  t o  include the $50 a s s e s s m e n t .  

3. Applicant proposed t o  adjust its d e p r e c i a t i o n  e x p e n s e s  by 

$1,400, from $6,317 r e c o r d e d  during the test year t o  $4,917 on  a pro 

forma basis. T h i s  was, in effect,  a re t roact ive change reflecting 

r e v i s i o n s  i n  t h e  estimated s e r v i c e  lives of t h e  i t e m s  that make up 

A p p l i c a n t ' s  u t i l i t y  p l a n t  i n  s e r v i c e .  The Commission a c c e p t s  Appli-  

c a n t ' s  changes  i n  t h e  e s t i m a t e d  s e r v i c e  l i v e s ;  however,  it does not 

accept the manner in which  these changes  have been appl ied.  Changes 

in estimates may be accoun ted  for c u r r e n t l y  and p r o s p e c t i v e l y ,  b u t  n o t  

r e t r o a c t i v e l y .  The method proposed by Appl icant  would r e s u l t  in some 

i n s t a n c e s ,  i n  d u p l i c a t e  d e p r e c i a t i o n o f  8 p o r t i o n  of the plant in service. 

T h e r e f o r e ,  Applicant's d e p r e c i a b l e  plant should be depreciated over t h e  

r e m a i n i n g  lives of t h e  assets based on the revised estimated servtce 

lives. The r e s u l t i n g  annua l  d e p r e c i a t i o n  charge is $ 4 , 9 3 4 ;  however, 

for rate-making p u r p o s e s ,  w e  have made a further a d j u s t m e n t  to reflect 

1 

that approx ima te ly  56 percent of A p p l i c a n t ' s  u t i l i t y  plant i n  service I s  

'Account ing  P r i n c i p l e s  Board, Opinion  N o .  20-Accounting C b a n g e s  
(American I n s t i t u t e  of C e r t i f i e d  Public Accountants,Znc., (1971), 
paragraph 31. 
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contributed property. Therefore, Applicant's depreciation expense 

allowable for rate-making purposes is reduced to $2,164. 

4 .  The Commission has a d j u s t e d  Applicant's operating expenses 

to reflect an increase in Applfcant's routine maintenance service fee. 

Subsequent to the end of the test period, this charge was increased 

from $60 to $100 per month. The portion allocated to Sewer operat ions  

increased from $50 to $85 per month, which results in an increase in 

operating expenses of $420 for sewer operations. 

5 .  Applicant's pro forma operating expenses have been under- 
stated by the omission of a provision for federal and state  income taxes. 

The Commission has determined, based on the additional revenues granted 

h e r e i n ,  t h a t  Applicant should be alloffed EL provfsion for income taxes of 

$424 and has adjusted operating expenses accordingly. 

The effect of these adjustments on net fncome 18 8s iollows: 
Pro Foma Adjusted 

Operating Revenues $ 11,936 $ ( 357)  $ 11,579 

Test Year Adjustments Test Year 

Operating Expenses 
Operating Income 
I n t e r e s t  Expense 2 918 -0- 2 918 

$ -8,170) Net Income $(13,931) 9,761 

Based on proposed sewer expenses of $26 ,044 ,  Applicant orlg inal lg  

requested sewer revenues of $28,620 which would r e s u l t  in an operating 

ratio of .91. The Commission, however, is of the opinion that  an 

operating ratio of .88 will be adequate to allow Applicant to pay its 

operating expenses found reasonable for rate-making purposes. Based  on 

this operationg ratio, Appl icant ' s  operating revenues from sewer oper- 

ations should be $17,500 which will require additional revenue of $5,921. 

SUMMARY 

The Commission, after consideration of the evidence of record 
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and being  f u l l y  a d v i s e d ,  is of t h e  o p i n i o n  and f i n d s  that t h e  rates 

set o u t  i n  Appendix A ,  attached hereto and  made a part h e r e o f ,  w i l l  

produce gross annual sewer r e v e n u e s  of $17,500 and are t h e  fair, just 

and reasonable rates for A p p l i c a n t .  

The Commission f u r t h e r  finds t h a t  t h e  rates proposed by Applt- 

cant would p r o d u c e  r e v e n u e s  i n  e x c e s s  of those found reasonable h e r e i n  

and, therefore, must be d e n i e d  upon a p p l i c a t i o n  of KRS 278.030. 

The Commission f u r t h e r  finds that the w a t e r  rate for s e r v i c e  

to Jersey Ridge Apar tments  set out  i n  Appendix A, a t t a c h e d  h e r e t o  and  ' 

m a d e  a p a r t  hereof, will produce gross a n n u a l  w a t e r  r e v e n u e s  of $4,440 

and is the fair, just and r e a s o n a b l e  ra te  for A p p l i c a n t .  

The Commission f u r t h e r  f i n d s  t h a t  A p p l i c a n t  e r r o n e o u s l y  collected 

sales tax from its r e s i d e n t i a l  c u s t o m e r s  d u r i n g  the period from J u n e  

1979 to D e c e m b e r  1980. The c o l l e c t i o n  o f  these t a x e s  r e s u l t e d  i n  excess 

charges of a p p r o x i m a t e l y  $450, w h i c h  s h o u l d  be r e f u n d e d  t o  A p p l i c a n t ' s  

r e s i d e n t i a l  consumers .  

IT IS THEREFORE ORDERED t h a t  t h e  rates set  o u t  i n  Appendix A ,  

a t t a c h e d  h e r e t o  and  made a part  h e r e o f ,  are approved  for sewage d i s p o s a l  

service rendered by Sanico, I n c . ,  on and af ter  t h e  date of t h i s  Order. 

IT IS FURTHER ORDERED t h a t  t h e  ra tes  p roposed  by S s n i c o ,  I n c . ,  

would produce revenues in exces6 Q C  those found reasonable herein and, 

t h e r e f o r e , m u s t  be denied upon a p p l i c a t i o n  of KRS 278.030. 

IT IS FURTHER ORDERED t h a t  t h e  rates for  water service to 

Jersey Ridge Apar tments  set o u t  In Appendix A ,  a t t a c h e d  h e r e t o  and 

made a part hereof,  is approved for w a t e r  service r e n d e r e d  on and 

af ter  t h e  d a t e  of t h i s  Orde r .  

IT IS FURTHER ORDERED t h a t  Sanico, IRC., shall, without delay, 

refund t o  its r e s i d e n t i a l  customers t h e  monies  e r r o n e o u s l y  collected 
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as sales tax from June 1979, to December 1980. This refund should 

be in the  form ai a credit on the residential consumer's monthly 

b i l l s  for the first two months the increased rate is in effect.  

IT IS FURTHER ORDERED that Sanieo,  I n c . ,  shall f i l e  with 

t h i s  Commission w i t h i n  30 days from t h e  date of this Order its 

revised tar i f f  s h e e t s  setting out the rates approved h e r e i n .  

Done at Frankfort, Kentucky, t h i s  1st day of July 1981. 

PUBLIC SERVICE COMMISSION 

n 
Chairman 

Vice Qainnan 

ATTEST: 

Secretary 



APPENDIX A 

APPENDIX TO AN ORDER OF THE PUBLIC 
SERVICE COMMISSION IN CASE NO. 8083 
DATED JULY 1, 1981. 

The following r a t e s  are prescribed for t h e  customers in 

t h e  area s e r v e d  by Sanico, Inc .  A l l  other  rates and charges 

not specifically mentioned h e r e i n  shall remain t h e  same as 

those in effect under a u t h o r i t y  of t h e  Commlssion prior  to 

the date of this Order. 

Water Service 

Residential/ 
Apartment Rate * $ 7 .25  per month 

* The flat rate to Jersey  Ridge Apartments shall be $370.00 
per  month. 

Sewer S e r v i c e  

Resident fall 
Apartment Rate * $ 13.65 per month 

* The flat rate to Jersey Ridge Apartments shall be $695.00 
per mant h . 


